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Recommendation: BUY
Target Price (1 Year): C$66.00
Prior: C$65.00
Total Return (1 Year): 11.4%
Risk: Low

Market Data

Current Price $61.77
52-Wk Range $54.35-65.71
Mkt. Cap. (mm) $35,100
Dividend $2.80
Yield 4.5%

Financial Data

Fiscal Y/E October 31
Shares O/S (mm) 568
BVPS $34.21
P/BVPS 1.8x
Capital Ratio Tier 1 13.0%
Total Assets (bill) $413.2
Adj. Cash ROE Annual 15.9%

Estimates (f.d.)

Year 2010A 2011E 2012E
EPS Cash $4.81 $5.30 $5.75
Prior EPS Cash - $5.25 $5.95

Valuations

Year 2010A 2011E 2012E
P/E Mult. Cash 12.8x 11.7x 10.7x

Bank of Montreal

Chart Courtesy Big Charts

Robin Cornwell
416-910-7985
rcornwell@catalystresearch.ca

Notes:  
All figures in Canadian dollars, unless otherwise specified.
* Under Review

Please see the final pages of this document for important 
disclosure information.

BMO FINANCIAL GROUP 
(BMO - TSX    $61.77)

Q1/11 Results Marginally Beat Expectations
Solid Quarter as Trading Revenues Normalize

Common Equity Issue of $400 Million Expected on M&I Deal

Conclusion:  BUY – 12-Month Target Increased to $66.00
BMO Financial Group (BMO) reported cash EPS for Q1/11 of $1.32, up 17% Y/Y.  The quarter was 
about $0.02 per share higher than consensus and what we expected.  ROE was 15.9%, up from 14.4% last 
quarter.  Basel II Tier 1 capital decreased to 13.0% from 13.5% last quarter.

The quarter benefited from a 38% Y/Y earnings increase in Wealth Management and a strong 21% 
Y/Y increase from BMO Capital Markets.  P&C Canada’s earnings increased 10% Y/Y offset in part 
by weaker earnings from P&C U.S. (Harris Bank).  Trading revenues improved sequentially to a more 
normalized run-rate (last quarter trading revenues were very disappointing).  Provisions for Credit Losses 
(PCL) were slightly lower than expected and decreased 26% Y/Y.  Gross Impaired Loans (GIL) de-
creased marginally in the quarter driven by lower U.S. formations.  Overall, underlying earnings are very 
sound with the U.S. Personal & Commercial (P&C) banking remaining a drag.  

Our fiscal 2011 EPS estimate has been increased to $5.30 (our 2011 EPS estimate was lowered to 
$5.25 in December 2010 based on the expected impact from the proposed Marshall & IIsley Corpora-
tion (M&I) acquisition – see details below) and assumes slower loan growth, a small increase in Capital 
Markets activity and relatively flat PCL.  For fiscal 2012, we have increased our EPS estimate to $5.75 
(lowered in December 2010 to $5.70 from $5.95 due to the impact expected from the M&I acquisition). 

We conclude that the proposed M&I acquisition will present significant challenges for BMO par-
ticularly in (i) integrating the operations, and (ii) managing the additional loan book assumed which 
includes a significant increase in commercial loans.  We also view the U.S. market as very competitive 
which will present additional challenges as we have pointed out in our reviews of TD Bank Financial.  

We have maintained our BUY recommendation and increased our target price to $66.00 from 
$65.00.  

We believe that the dividend level will be maintained at the current level until early 2012.  The pay-
out ratios on our 2011 and 2012 EPS estimates are 53% and 49% respectively, the highest of the major 
banks in Canada.  We also note that based on our estimates, the forecast payout ratios are still at the mid-
range of management’s targeted dividend payout range of 45% to 55%. 

Valuation
We have increased our share price target to $66.00 which implies a valuation of 11.5x our 2012 EPS 
forecast which is in line with the average of the other five Canadian major banks.  We believe this is rea-
sonable given the good P&C earnings performance in Canada, better overall PCL experience and some 
degree of uncertainty regarding the M&I acquisition.

Basel III Tier 1 Common Capital Ratio – at 6.4%
Under current Basel II capital rules, BMO’s Tangible Common Equity Ratio is 10.3% and its Tier 1 Capi-
tal Ratio is 13.0%.  Management estimates that it’s Tier 1 Common Equity Ratio under Basel III (2019 
rules) is 6.4% (which includes the M&I and Lloyd George Management acquisitions) as at the end of 
Q1/11.  This level is below the minimum 7.0% required by 2019.  The proposed $400 million common 
equity issue being discussed would add about 20 bps to the 6.4%.
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Credit Issues Stable Generally
Gross Impaired Loans (GIL) decreased in the quarter to $3.1 billion from $3.2 billion last quarter and were flat over last year.  New formations decreased 
to $283 million in the quarter versus $461 million in the prior quarter.  The level of GIL this quarter was in line with our expectations with the new forma-
tions attributed to the manufacturing sector and securitized assets.  The largest GIL segments in the U.S. remain in the commercial and residential real estate 
sectors while for Canada, the largest sector is now in the manufacturing group.  We have maintained our forecast for GIL at $3.1 billion for both fiscal 2011 
and 2012.  We continue to expect GIL to remain elevated even as loan losses decline.  

Provision for Credit Losses (PCL) decreased in Q1/11 to $248 million from $253 million in the prior quarter and decreased 26% Y/Y.  We had expected 
PCL to approximate $265 million.  The difference was largely explained by a loss reversal of $8 million in the U.S. Capital Markets group.  P&C Canada 
reported losses down 16% Y/Y but higher by 10% sequentially.  The U.S. P&C losses were unchanged Y/Y and sequentially.  For fiscal 2011 and 2012, we 
expect the PCL to remain relatively flat at $1.0 billion for each year. 

Other Quarterly Highlights
• BMO’s Q1/11 net income was reported at $776 million, up 18% Y/Y and 5% sequentially.  Revenue increased 11% Y/Y while underlying oper-

ating expenses increased by 11% which resulted in no change in operating leverage.  Revenue and expense increased largely due to the Rockford and 
Diners Club acquisitions.  The latter accounted for about 15% of the higher expenses.  Approximately half of the expense increase was attributable 
to upgrading P&C Canada’s technology platform and new hires.  Net interest margins decreased 3 bps Y/Y driven by lower-margin asset growth in 
Capital Markets.  Overall, margins declined 7 bps sequentially.

• P&C Canada cash net income increased to $445 million, up 10% Y/Y and 6% sequentially.  Mortgage loan volumes increased 8% Y/Y and 
personal loans increased 10% Y/Y.  Revenue increased by 8% while expenses increased by 9% Y/Y providing a small negative operating lever-
age.  Revenue was lower sequentially due to lower credit card revenue and higher reward costs.  Interest margins improved 5 bps Y/Y and by 1 bps 
sequentially.  The improved interest margins resulted from a higher mix of higher margin products.  PCL was reported at $136 million versus $132 
million last quarter and $120 million in the same period last year. 

• P&C U.S. (Harris) reported cash net income of $42 million, down 13% Y/Y but higher by 11% sequentially.  The P&C U.S. Bank represented 
about 5.5% of BMO’s overall net income this quarter.  Results continue to be impacted by the high carrying costs of non-performing loans.  Net 
interest margin improved driven by an increase in loan spreads and deposit balance growth.  Expected PCL was $30 million, down from $36 million 
in the same period last year and flat sequentially.   

• Wealth Management Group (Private Client including BMO Life) net income increased 38% Y/Y and 19% sequentially to $153 million.  This 
quarter included net income from BMO Life Assurance of about $72 million, up 63% Y/Y and 67% sequentially.  The Life group benefited from 
higher net premium revenue and favourable market movements.  Wealth Management net income (excluding the Life group) was very strong and 
increased 21% Y/Y.  Mutual fund revenue increased by 16% Y/Y and brokerage commissions increased 15% Y/Y.  Assets Under Management 
(AUM) increased to $113 million, up 5% Y/Y and 3% sequentially. 

• BMO Capital Markets net income was $257 million, up 21% Y/Y and flat sequentially.  Trading revenue recovered from a weak Q4/10 to $595 
million, up 13% Y/Y and 19% sequentially.  Last quarter was negatively impacted by an accounting adjustment.  Underwriting revenue was $152 
million, up 25% Y/Y and 13% on a sequential basis driven by strong M&A revenue and higher underwriting fees.  Corporate banking revenues 
declined due to reduced asset levels and lower lending fees.  Securities gains were lower by 33% Y/Y.  

• Securitization revenue was steady at $167 million versus from $188 million last quarter and $172 million last year. 
• Security gains in the quarter were $32 million or $0.03 per share versus $40 million or $0.04 per share last quarter and $0.06 per share last year.  

Unrealized security surplus as at the end of the quarter was $680 million versus $1,099 million in the prior quarter.
• Basel II Tier 1 capital ratio decreased to 13.0% versus 13.5% last quarter but was up from 12.5 % last year. 

Significant Recent Events
BMO to Acquire Marshall & IIsley Corporation
On December 17, 2010, BMO Financial Group (BMO) announced that it had signed a definitive agreement to acquire all the outstanding common shares of 
Marshall & IIsley Corporation (M&I) of Milwaukee, Wis. listed on the NYSE (NYSE:MI).

• BMO will issue .1257 shares for each share of M&I or about 66 million BMO shares.  
• The transaction, based on BMO’s closing price on December 16, 2010 of C$62.05, is valued at about US$4.1 billion.
• The US$7.75 price offered for each M&I share places a 34% premium on each share which closed on December 16, 2010 at US$5.79. 
• The purchase price is about 1.7x M&I’s tangible book value after adjusting for the upfront losses of $4.7 billion.  This is still well below the 2.8x 

book paid by TD Bank for Commerce Bancorp.  
• BMO to take a $4.7 billion loss upfront.
• The transaction is expected to close prior to July 31, 2011.
• At closing, current BMO shareholders will own 89% of the M&I shares with management of M&I holding 11%.
• Total BMO shares issued for this transaction (including the proposed issue) would be about 73 million common shares or 13% more than the current 

567 million issued and outstanding.
• TARP repayment of $1.7 billion out of existing liquidity in M&I.
• Creates additional goodwill of $2 billion or about double BMO’s current $2.4 billion of goodwill.
• M&I has incurred significant losses for 3 years including the first 9 months of 2010. 
• The $4.7 billion loss provision will basically be taken immediately to avoid running losses on the portfolio other than new provisions. 
• Adds 374 branches in Wisconsin, Missouri, Arizona and Indiana.
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Definition of Risk Rankings
Low:  Low financial and operational risk, high predictability of financial results with stronger than average balance sheet and strong free cash flows.  Company may 
pay substantial dividends or have an active share repurchase program. 
Medium:  Moderate financial and operational risk, moderate predictability of financial results, positive free cash flows and may or may not pay a dividend.
High:  High financial and/or operational risk, low predictability of financial results.  Limited financial history, negative free cash flows, adequate working capital and 
no dividends.

Definition of Research Ratings
The Catalyst research recommendation structure consists of the following categories:
Buy:  The stock’s total return, including dividends paid, is expected to exceed a minimum of 15% on a risk-adjusted basis, over the next 12 months.
Hold:  The stock’s total return, including dividends paid, is expected to be between 0% and 15%, on a risk-adjusted basis, over the next 12 months.
Sell:  The stock’s total return, including dividends paid, is expected to be negative over the next 12 months.
Speculative:  The stock’s total return is expected to exceed 30% over the next 12 months; however, there is material event risk associated with the investment that 
could result in significant loss.
Note:  Analysts have discretion within 500 basis points of the upper and lower limit of each rating to maintain the recommendation.

Analyst Certification
All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all of the subject securities or issuers.  No 
part of the compensation of the responsible analyst(s) named herein is, or will be, directly or indirectly, related to the specific recommendations or views expressed 
by the responsible analyst(s) in this report.

The information contained in this report has been compiled by Catalyst Equity Research Inc. (“Catalyst”) from sources believed to be reliable, but no representation 
or warranty, express or implied, is made by Catalyst, its affiliates or any other person as to its accuracy, completeness or correctness.  All opinions and estimates con-
tained in this report represent Catalyst’s judgment as of the date of this report and are subject to change without notice and are provided in good faith but without legal 
responsibility.  This report is not an offer to sell or a solicitation to buy any securities.  Catalyst and its affiliates may have a relationship or may receive compensation 
for services with some or all of the issuers mentioned.  Catalyst or its affiliates or officers, directors, representatives, associates may have a position in the securities 
mentioned herein, and may make purchases or sales of these securities from time to time in the open market or otherwise.  The securities discussed may not be eligible 
for sale in all jurisdictions.  To the full extent permitted by law neither Catalyst nor any of its affiliates, nor any other person, accepts any liability whatsoever for any 
direct or consequential loss arising from any use of this report or the information contained herein.  No matter contained in this document may be reproduced or copied 
by any means without the prior consent of Catalyst.  This report is not for distribution in the United States of America.

• Adds US$52 billion in assets (or +13% to BMO’s current asset base), adds US$40 billion in loans, and adds US$38 billion in deposits.
• Creates 11th largest bank by branches in North America and #1 bank by deposit market share in Wisconsin.
• Adds Assets Under Management (AUM) of US$33 billion (or +33% to BMO’s current AUM) and Assets Under Administration (AUA) of US$129.3 

billion (or +50% to BMO’s current AUA).  
• M&I revenue distribution for the LTM was 35% for each of Community Banking and Commercial Banking with 12% in Wealth Management and 

18% Other. 
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